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VALUATIONS: A GROWTH SERVICE
One of the fastest growing subspecialties under the 
advisory services banner is that of valuations. Al­
though CPAs have traditionally assisted clients in 
placing values on businesses and practices, it wasn’t 
until the late 1970s that CPAs began marketing valu­
ation services, rather than just “falling into” them.
With growing competition in the fields of ac­
counting, auditing and taxes, expanding into re­
lated advisory and consulting services has become 
almost mandatory for survival. What better field to 
enter than one closely allied to the practitioner’s 
usual services?
The general practitioner already possesses the re­
quisite education and experience necessary to be a 
valuator. What needs to be done is to take that 
education and experience and direct it to meeting 
the distinctive requirements of the appraiser. 
Hence, instead of being a historian, the CPA-valu- 
ator must become a futurist who uses the past as a 
guideline.
To distinguish the roles of the historian and of the 
futurist, one need only consider the income state­
ment. That statement provides useful information 
about past profits. Comparative statements may 
even give clear information regarding trends. A po­
tential purchaser, however, is interested in future 
rather than past earnings. Accordingly, the CPA-val- 
uator will necessarily have to accommodate a pur­
chaser-client by using historical data as a base for 
determining future profitability.
As with any new service, the first one or two en­
gagements will most likely be worrisome and un­
profitable. They will be worrisome because the CPA- 
valuator will lack experience in using the statistical 
sources and other pertinent references. Regarding 
the profitability element, the first one or two jobs 
are really learning experiences, wherein more than 
a normal effort is exercised due to a lack of con­
fidence. Once the CPA-valuator realizes that the 
technical aspects of valuation are really no more 
than futuristic perspectives on historical data and 
that the research material is simple to use, further 
engagements can be approached with confidence.
Marketing valuation services is not particularly 
difficult or expensive. There are two target groups 
to approach, namely, present clients and trade asso­
ciations in which several current clients are mem­
bers. The former is an obvious market. The latter is a 
target because the CPA-valuator is familiar with the 
problems of the association’s members. Word of 
mouth among members of a homogeneous group 
provides an excellent and continuing source of 
business.
Save yourself money with regard to present cli­
ents. A simple notice in your monthly newsletter or 
a well-written letter will provide more than suffi­
cient promotion. Besides, you can reinforce the 
availability of the service each time you speak to 
your clients.
Advertising and direct solicitation are not effec­
tive tools for obtaining the nonclient valuation 
engagement, as this is a “when needed” service. 
Hence, seminars or lectures to a homogeneous 
group will provide the best coverage. Handout 
materials and direct personal contact are the best 
advertisements imaginable. For example, I do not 
practice public accounting, but by presenting lec­
tures for the AICPA I have exposure to my peers and
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have been able to develop a practice doing valua­
tions for CPA firms when those firms are not consid­
ered independent or when they just do not wish to 
be involved in performing such services.
The following list, although not exhaustive, cov­
ers major areas in which valuations are required or 
could prove extremely useful:
□ Purchasing, selling or merging a business or 
practice.
□ Obtaining debt or equity financing.
□ Settling divorces.
□ Meeting ESOP or stock-option requirements.
□ Establishing buy-sell agreements.
□ Planning for estates or giving gifts.
□ Preparing estate and gift tax returns.
□ Providing litigation support services.
□ Allocating costs under IRC section 338.
The methods used: 
circumstances dictate the choices
In performing the service, the CPA-valuator has sev­
eral alternative engagements that can be offered:
1. Valuing the total business or practice.
2. Separately valuing the tangibles and intangi­
bles to arrive at total value of the business or 
practice.
3. Valuing tangibles only.
4. Valuing selected tangibles only.
5. Valuing intangibles only.
Item nos. 1 and 2 are more structured engage­
ments, with defined parameters, than the other 
alternatives. Thus, in valuing a business or practice, 
valuation theory dictates whether no. 1 or no. 2 will 
be used. It also dictates which specific valuation 
method under no. 1 or no. 2 is to be used. (For 
valuation purposes, intangibles are those assets 
that cannot be sold separately from the business, 
i.e., goodwill.)
If a valid buy-sell agreement exists which covers 
the circumstances surrounding the valuation, valu­
ation becomes a function of that contract. When no 
contract exists, a valid industry formula, recog­
nized by the relevant industry trade association, 
becomes the required choice.
If neither a contract nor industry formula exists, 
the valuator must consider the size of the company 
being valued before choosing the valuation tech­
nique to be used. A company whose latest tax year- 
end coincides with or falls within the twelve-month 
period ending on the valuation date and whose tax 
return reports net revenues [on line 1(c)] of over $20 
million is considered a large company. Those with 
revenues under $20 million are considered small 
companies.
Large companies can be valued using traditional 
approaches or the more modern discounted cash 
flow method. The traditional approaches are tied to 
statistical data from publicly held companies in the 
same field, and derive from IRS pronouncements. 
(The IRS is the only recognized theoretician in the 
field of valuation. Hence, when theory is discussed, 
it is in light of IRS pronouncements, particularly 
certain revenue rulings.)
When litigation is involved, I suggest staying with 
traditional approaches. In this way, the CPA-valu­
ator will have case law backing the method. Dis­
counted cash flow is a truly superior method, which, 
unfortunately, has two distinct drawbacks requir­
ing consideration. (When applied to valuations, the 
flow refers to that which is paid to the owners, not 
the flow into the business or practice.) The first 
drawback involves the lack of case law providing 
substantiation for litigation purposes. The second 
involves the fact that few companies, even very 
large closely held ones, have sophisticated forecast­
ing systems that the CPA-valuator can tap into in 
order to make the necessary computations.
Small companies are limited to the discounted 
cash flow method and the formula method when 
contract or industry-specific formulas are inap­
plicable. (The formula method, a general overall 
prescription, requires the separate calculation of 
tangibles and intangibles. Intangibles are derived 
from earnings, which consider officers’ compensa­
tion to be a part of income, as most small companies 
strip taxable income each year through the mechan­
ics of declaring bonuses.) Of the smaller companies, 
only a nominal number would be likely to have 
sophisticated forecasting techniques. Hence, with 
no contract or industry formulas, most small com­
panies will, by default, be valued using the formula 
method.
(Continued on page 7)
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Highlights of Recent Pronouncements
FASB Statement of Financial 
Accounting Standards (SFASs)
No. 88 (December 1985), Employers’ Accounting for 
Settlements and Curtailments of Defined Benefit Pen­
sion Plans and for Termination Benefits
□ Establishes standards for an employer’s 
accounting for settlement of defined benefit 
pension obligations, for curtailment of a 
defined benefit pension plan and for termina­
tion benefits.
□ Specifies use in conjunction with FASB State­
ment no. 87, Employers’ Accounting for 
Pensions.
□ Requires that previously deferred gains and 
losses be recognized and prescribes the method 
for determining the amount to be recognized in 
earnings when a pension obligation is settled, a 
plan is curtailed or when termination benefits 
can be reasonably estimated.
□ Supersedes FASB Statement no. 74, Account­
ing for Special Termination Benefits Paid to 
Employees.
□ Effective for events occurring in fiscal years 
beginning with the fiscal year in which State­
ment no. 87 is effective.
No. 87 (December 1985), Employers’ Accounting for 
Pensions
□ Establishes standards of financial reporting 
and accounting for an employer that offers pen­
sion benefits to its employees.
□ Objectives of this statement: to provide a meas­
ure of net periodic pension cost that better 
approximates the recognition of cost over the 
employee’s service period; to provide more 
meaningful disclosures; and to improve report­
ing of financial position.
□ Requires a standardized method for measuring 
net periodic pension cost.
□ Requires immediate recognition of a liability 
when the accumulated benefit obligation 
exceeds the fair value of the plan assets.
□ Requires expanded disclosures in the financial 
statements, including the components of net 
pension cost and the plan’s funded status.
□ Supersedes APB Opinion no. 8, Accounting for 
the Cost of Pension Plans, as amended.
□ Supersedes FASB Statement no. 36, Disclosure 
of Pension Information.
□ Supersedes FASB Interpretation no. 3, Ac­
counting for the Cost of Pension Plans Subject to 
the Employee Retirement Income Security Act of 
1974.
□ Amends FASB Statement no. 5, Accounting for 
Contingencies, paragraph 7, to delete refer­
ences to accounting for pension cost and APB 
Opinion no. 8.
□ Amends APB Opinion no. 16, Business Com­
binations, paragraphs 88(h) and footnote 13, to 
delete references to accruals for pension cost.
□ Effective, generally, for fiscal years beginning 
after December 15, 1986. The effective date for 
plans outside the U.S. and for defined benefit 
plans of employers that are nonpublic enter­
prises with no defined benefit plan with over 
100 participants is December 15, 1988.
No. 86 (August 1985), Accounting for the Costs of 
Computer Software to Be Sold, Leased, or Otherwise 
Marketed
□ Establishes standards of accounting for costs of 
computer software to be sold, leased, or other­
wise marketed as a separate product or as part 
of a product or process.
□ Requires that costs incurred internally in 
creating a software product shall be charged to 
expense when incurred as research and 
development until technological feasibility has 
been established through completion of either 
a detail program design or a working model. 
Thereafter, all software production costs shall 
be capitalized, subject to provisions of this 
statement.
□ Effective, on a prospective basis, for financial 
statements for fiscal years beginning after 
December 15, 1985.
Statement of the Governmental 
Accounting Standards Board
No. 2 (January 1986), Financial Reporting of Deferred 
Compensation Plans Adopted under the Provisions of 
Internal Revenue Code Section 457
□ Requires that, for employers using governmen­
tal fund accounting, Internal Revenue Code 
(IRC) section 457 deferred compensation plan 
balances be displayed in an agency fund of the 
governmental employer that has legal access to 
the resources, no matter who holds the assets.
□ Governmental public utilities and public 
authorities should report the liability in the 
balance sheet with a corresponding designated 
asset.
□ Requires note disclosures of the requirement of 
IRC section 457 that the assets in the plan 
remain the property of the employer until paid 
or made available to participants, subject only 
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to claims of the government’s general creditors 
and the government’s fiduciary respon­
sibilities under the plan.
□ Effective for financial statements for periods 
ending after December 15, 1986.
GASB Interpretation 
senting to the use of his name in conjunction 
with a financial projection if the projection is 
to be used by persons not negotiating directly 
with the responsible party unless the pro­
jection is used to supplement a forecast.
□ Effective for engagements in which the date of 
completion of the accountant’s services on pro­
spective financial statements is September 30, 
1986, or later.
No. 1 (December 1984), Demand Bonds Issued by 
State and Local Governmental Entities (interprets 
NCGA Statement no. 1 and NCGA Interpretation no. 
9).
Statement on Auditing Standards
No. 49 (September 1984), Letters for Underwriters 
□ Supersedes SAS no. 38, Letters for Underwriters. 
□ Changes are in response to revisions of finan­
cial reporting requirements of the SEC and 
other developments in auditing and reporting 
practices.
□ Effective for letters for underwriters dated on 
or after October 31, 1984.
Statement on Standards for
Accounting Services on
Prospective Financial Information
Financial Forecasts and Projections (October 1985) 
□ Provides that the accountant who either sub­
mits to his clients or to others prospective 
financial statements that he has assembled, 
assisted in assembling, or reports on, should 
either compile, examine or apply agreed-upon 
procedures to the prospective financial state­
ments, in accordance with this statement, if 
they are expected to be used by a third party.
□ Defines a financial forecast and a financial 
projection.
□ Establishes standards and provides guidance 
concerning the performance and reporting for 
engagements to examine, compile or apply 
agreed-upon procedures to prospective finan­
cial statements.
□ Prohibits an accountant from compiling, 
examining or applying agreed-upon pro­
cedures to prospective financial statements 
that omit a summary of significant assump­
tions. It also prohibits an accountant from con-
Practicing CPA, May 1986
Information for Members
Technical information
The primary responsibility of the twelve peo­
ple who staff the Institute’s technical informa­
tion service is to answer members’ questions 
on technical matters. They receive some 20,000 
inquiries per year on accounting principles, 
financial statement presentation, auditing and 
reporting standards and certain aspects of pro­
fessional practice, excluding tax and legal mat­
ters. If you would like some assistance, we 
encourage you to call toll-free:
United States (800)223-4158;
New York State (800)522-5430.
Library services
The AICPA library's staff can also offer assis­
tance on accounting and related subjects as 
well as on a broad range of business topics. 
AICPA members anywhere in the U.S. may bor­
row from the library's extensive collection. If 
you would like some assistance, just call these 
toll-free numbers:
United States (800)223-4155;
New York State (800)522-5434.
NAARS accounting and financial data library
Subscribers have access to different types of 
files in the Institute's NAARS library. These 
are annual reports, including financial state­
ments, footnotes, auditors’ opinions and 
selected areas of proxy statements; and all cur­
rent and superseded authoritative and semi- 
authoritative literature from the AICPA, FASB 
and SEC. For further information, just call this 
number:
(212) 575-6393.
Occupational and Income Changes 
in Public Accounting
The American population, now about 240 million, is 
growing at approximately 1 percent a year, and 
membership of the AICPA, currently 240,000, has 
been growing at an average annual rate of 7.9 per­
cent a year since 1967. With this information, 
accountants can calculate in which year every 
American citizen will be a member of the AICPA.
This, of course, won’t happen. What will probably 
happen is that accounting will go through a period 
of rapid growth, with increasing membership in the 
profession, until the supply of services exceeds the 
demand for them. This is what has happened in 
other service professions.
Let’s review the growth of AICPA membership, 
compare this with trends in accountants’ income 
and try to see what the future holds.
Changes in AICPA composition
The shifting composition of AICPA membership 
since 1967 is displayed in exhibit I in the five broad 
categories of public accounting, business and indus­
try, education, government, and retired and mis­
cellaneous groups. As can be seen, the percentage of 
membership in public accounting has declined, 
from 63.4 percent in 1967 to 51.0 percent in 1985. The 
shift has been into industry, which climbed from
Exhibit I
Composition of AICPA Membership, 1967-1985




t Retired and Miscellaneous
Percentages in \ \
1967 63.4 25.4 3.0 3,9 4.3
68 63.1 25.4 3.2 4.0 4.3
69 62.9 25.6 3.3 3.9 4.3
1970 61.6 27.0 3.3 3.8 4.3
71 62.0 26.8 3.2 3.7 4.3
72 60.5 28.7 3.1 3.5 4.3
73 59.8 29.3 3.1 3.5 4.3
74 60.0 29.3 3.0 3.4 4.3
1975 59.1 30.3 2.9 3.4 4.3
76 58.5 30.9 2.9 3.4 4.3
77 57.5 32.0 2.8 3.5 4.2
78 57.6 31.9 2.8 3.4 4.3
79 55.0 34.2 3.0 3.4 4.4
1980 54.1 35.5 2.9 3.3 4.2
81 53.3 36.1 2.8 3.3 4.3
82 52.5 37.6 2.5 3.2 4.2
83 53.0 36.9 2.7 3.3 4.1
84 51.5 38.4 2.7 3.3 4.1
1985 51.0 38.8 2.7 3.3 4.2
25.4 percent to 38.8 percent. During the same period 
(1967-1985), members who are in education 
(whether as teachers or administrators) ranged 
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between 2.5 percent and 3.3 percent, and the por­
tion which is in government fluctuated between 3.2 
percent and 4.0 percent. The fraction that is retired 
or in miscellaneous categories (such as attorneys) 
was 4.1 percent to 4.4 percent.*
The AICPA has classified the membership that is 
in public accounting into four categories: firms with 
one member, firms with 2 to 9 members, firms with 
10 or more members, and the 25 largest firms. 
Exhibit II (page 5) shows that there have been sharp 
shifts in the composition of public accounting mem­
bership as well.
After increasing by more than a third, from 29.7 
percent in 1967 to 40.0 percent in 1971, the portion of 
the AICPA’s public accounting membership in the 
25 largest firms decreased to 27.3 percent in 1985. In 
actual numbers, this category almost doubled from 
11,500 members in 1967 to 19,700 members in 1971— 
a 14.4 percent annual growth rate—and then only 
grew at a 3.8 percent annual rate to 32,200 members 
in 1985.
The annual growth rates of each category can be 
seen in exhibit III. Overall, AICPA membership 
grew 7.9 percent annually. Two categories of mem­
bers, industry and public accounting firms with 10 
or more members (except the 25 largest firms), grew 
at a faster pace. The 25 largest firms showed the 
lowest growth of any category, which is surprising 
considering their merger activity during the period.
After reaching a low of 7.5 percent of the public 
accounting membership in 1970, the second-tier 
category (firms with 10 or more mem­
bers, but not the 25 largest firms) in­
creased to 15.1 percent in 1985. In 
absolute numbers, this category grew 
from 3,500 members in 1967 to 4,000 
members in 1971—a mere 3.4 percent 
annual growth rate. After the national 
firms’ growth began to slow in 1971, 
however, the second-tier category 
grew from 4,000 members in 1971 to 
17,800 members in 1985—an annual 
growth rate of 11.3 percent.
The next category, firms with 2 to 9 
members, experienced a decline in the 
1967-to-1978 period, as can be seen in 
exhibit II. Membership then jumped 
sharply from 24,100 members in 1978 
to 39,800 members in 1985. This
*Prior to 1976, the retired and miscellaneous 
were included with business and industry. Using 
a linear regression equation, the retired and mis­
cellaneous group is assumed to be 4.3% for 
1967-1975 data. These figures were then sub­
tracted from the original business and industry 
percentages to give the information shown in 
exhibit I. 
category accounted for 29.9 percent of the public 
accounting membership in 1978, 34.5 percent in 
1981 and 33.7 percent in 1985.
Most interesting is what happened to firms with 
only one member. While many believe that the sole 
practitioner is becoming extinct, the data do not 
support this. This category declined from 1967, as 
did every group except the 25 largest firms, and hit a 
low of 20.2 percent of the AICPA membership in 
1971. It then rose to 23.9 percent in 1978 and ac­
counted for the same percentage in 1985.
Changes in accountants’ income
If accounting is a service industry that is maturing, 
then this should be reflected in the income of 
accountants. As the supply of accountants increases 
relative to demand for their services, classical eco­
nomics predicts that the incomes will fall.
Is this true for CPAs? Unfortunately, there are no 
reliable national data for firms classified in the 
same way that the AICPA collects individual mem­
bership data. The Robert Half employment agency, 
however, has collected data on accountants’ sal­
aries since 1950, and some of this information is 
presented in exhibit IV.
This table compares salaries of public accoun­
tants and industrial accountants for both experi­
enced staff accountants and managers. While 
income for these groups increased in nominal terms 
every year, incomes, when adjusted for inflation, 
appear to have peaked in the 1970-1975 period.
Exhibit III
AICPA Membership Composition 
and Annual Growth Rate by Category
Category





Public accounting 49,400 118,000 6.4%
One member 10,000 28,200 7.6
2-9 members 15,700 39,800 6.9
10 or more members 4,000 17,800 11.3
except those in
25 largest firms 19,700 32,200 3.8
Industry 21,400 89,800 10.8
Education 2,600 6,200 6.4
Government 3,000 7,600 6.9
Retired & miscellaneous 3,400 9,700 7.8
Total membership 79,700 231,300 7.9%
Practicing CPA, May 1986
Exhibit IV
Accountants' Salaries, 1950-1985, Adjusted for Inflation
Year









1950 $ 2,600 $11,218 $ 5,200 $22,437 $ 2,860 $12,340 $11,600 $50,052
1960 5,720 20,062 9,100 31,917 5,980 20,974 16,100 56,468
1970 11,000 29,425 20,000 53,500 11,200 29,960 35,900 96,032
1975 15,000 28,949 28,000 54,038 15,600 30,106 49,500 95,530
1980 17,600 22,186 36,250 45,694 18,000 22,690 54,900 69,203
1985 22,500 22,500 43,000 43,000 22,000 22,000 62,000 62,000
Source: Robert Half International . Amounts in boldface type are adjusted to reflect 1985 prices.
This is the same period in which the large firms’ 
growth slowed, which suggests that there was a 
maturing of the market for their services.
Bachelor’s degrees in accounting are now being 
awarded at a rate of over 50,000 per year. In an 
environment where there is a mature market for 
accountants' services, competition for entry-level 
positions will intensify. This could mean that 
employers hiring entry-level accountants can pay 
lower salaries and give salary increases that do not 
keep up with inflation.
A bright spot is the sole practitioner, who con­
tinues to be a significant part of the profession. In 
the future, sole practitioners might even become 
more important if CPAs who believe that their 
opportunities for advancement are hampered in 
larger firms strike out on their own.
A final thought. At present rates, AICPA mem­
bership will double every 10 years. Many social, 
economic and technological changes will continue 
to influence what happens to AICPA membership, 
however, and the trend can turn at any time. □
—by Frederic M. Stiner, Jr., Ph.D., CPA 
College of Business and Economics 
University of Delaware
Newark, Delaware 19716
Valuations (Continued from page 2)
As regards estate and gift taxation, valuation is 
not dependent upon size. Instead, valuation is per­
formed in accordance with Revenue Ruling 59-60 
and, if this cannot be applied, then in accordance 
with Revenue Ruling 68-609 (the forerunner of the 
formula method).
Perhaps the most difficult aspect in a valuation 
practice is the availability of persons who can place 
a value on the fixed assets, so as to meet client time 
constraints. Litigation, for example, may demand 
that a valuation be concluded in a matter of days. It 
is well to establish a bank of such individuals to 
ensure that one will be available when tangibles 
must be valued.
Subcontracting to fixed-asset specialists is neces­
sary because it is the rare CPA-valuator who would 
be qualified to value equipment. Thus, the CPA- 
valuator must feel confident that the equipment 
valuator has the needed expertise and understands 
which techniques (going-concern value, liquidating 
value, etc.) are to be used in valuing a particular 
business’s or practice’s fixed assets.
Setting fees
In establishing a fee schedule, numerous factors 
have to be considered, namely:
□ In valuations requiring the appraisal of tangi­
bles, the more types of tangibles, the greater 
the time spent in performing the valuation.
□ The typical job requiring the valuation of fixed 
assets will require an expenditure of 25 percent 
of gross fees for the equipment valuator.
□ Most engagements will require the quotation 
of a maximum fee. Deposition and trial time, 
however, are usually handled on an hourly 
basis.
□ There is no attest function in a valuation as 
there is in an audit or review. Should there be 
errors, management is not a buffer. Accord­
ingly, liability is primary, with the CPA-valu­
ator providing the value and not just attesting
Practicing CPA, May 1986
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to someone else’s work. Thus, substantial lia­
bility insurance is mandatory.
□ The method of valuation to be used will dictate 
the time required to perform the valuation. 
Hence, the requisite valuation method will 
usually have to be determined prior to provid­
ing an estimate.
□ The reason for the valuation must also be deter­
mined. When litigation is involved, abbrevi­
ated reports are the norm. When a sale is in­
volved, an in-depth report becomes the norm.
Because of the large exposure, the need to carry 
additional insurance and the need to pay outside 
contractors to value selected assets, it is not unusual 
for fees to be set at three to three and one-half times 
normal billing rates.
A real plus of this service is its tradition of 
retainers. As people change their minds about buy­
ing a business, drop the idea of establishing an 
ESOP, settle a divorce and so on, the valuator stands 
to lose substantial revenue, especially when sub­
contractors are employed. Thus, it is not unusual to 
collect 50 percent of the fee up front.
The CPA-valuator is an independent professional. 
Accordingly, the value arrived at might not coincide 
with an amount desired by the client. To avoid con­
troversy as well as collection problems, many valu­
ators will only deliver reports on a C.O.D. basis.
The above is not intended to be a technical de­
scription of the field of valuations. For that I recom­
mend the AICPA CPE courses. Rather, it is to let 
readers know that they can offer a highly profitable 
service to their clients, with only a nominal time in­
vestment required to adapt their existing skills. □
—by Arthur L. Crandall, CPA, MSA 
Arthur L. Crandall, Ltd.
950 Green Bay Road, Suite 204 
Winnetka, Illinois 60093
Editor's note: Mr. Crandall is the author of the follow­
ing AICPA CPE courses: Valuation of Businesses and 
Professional Practices with Revenues under $20 
Million (group study) and Valuation of the Closely 
Held Business: A Cookbook Approach (self-study). In 
addition, the AICPA MAS division will publish a tech­
nical practice aid on valuations later this year.
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